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John Petrey, Executive Vice President and CIO of Banknorth for the last two years, was having a rough day. Flying on a corporate plane, after visiting the headquarters of a small local bank in Connecticut that Banknorth was considering as an acquisition target, a cold winter wind made the small plane tremble. "I heard this job was a widow-maker, but I didn't expect it would end like this," he thought.
John previously worked for a major banking outsourcer for over 12 years and was recruited as corporate CIO for the bank after his predecessor unexpectedly passed away of a heart attack one year into the job. His activities since he joined had been devoted mainly to integrating acquisitions, improving service levels and raising the maturity level of the centralized IT resources which had been partly dispersed in the past. And he had been extremely successful-all of Banknorth's recent acquisitions were integrated on Banknorth's IT infrastructure and standards through John's design of a 'rip-and-replace' strategy that allowed them to effect acquisition integrations quickly and reliably and still achieve the aggressive financial targets.
After landing and his nerves had settled, John thought "If I am gone tomorrow, what is going to happen to the work I have done? Where would Banknorth be heading? Do we have the right IT governance framework in place?"
Banknorth's Background
Banknorth Group, Inc., is a $26 billion banking and financial services company, and one of the 35 largest commercial banking companies in the United States. Banknorth was Forbes "best managed" bank for 2004. Headquartered in Portland, Maine, with banking divisions in six New England states, Banknorth provides a full range of services, including commercial and consumer banking, mortgage insurance, investment planning and investment management. The company now manages over $26 billion dollars in assets, with 360 branch offices, 400 ATMs and 7,000 employees working across the following divisions:
Banknorth NA operates in government banking, mortgage banking, private banking, asset-based lending and merchant services. Banknorth Insurance Group, Inc. operates one of the nation's 40 largest insurance agency networks. Banknorth Investment Management Group provides wealth management services. Banknorth Investment Planning Group, Inc. provides investment planning services. Banknorth Leasing is an equipment leasing company.
Over the past decade, Banknorth has grown by a factor of ten, from a small community bank to the 
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Having achieved the number one market share in Maine, New Hampshire and Vermont, the company continues its growth in southern New England. In the past two years, for example, four acquisitions in Massachusetts expanded their holdings here by 48 branches and $3.9 billion in assets.
As Banknorth has grown, the company has worked hard to preserve a single company culture: one which prizes teamwork, agility and local decision making. Despite its increasing size, senior management continues to emphasize communitybased banking, as their chairman reflects:
"Unlike larger banks, we offer our customers a more personalized banking experience. 
Banknorth-Evolution from a small local bank to a regional powerhouse
Founded in Vermont in 1824, Banknorth took its current shape when it was acquired by Peoples Heritage Financial Corp. of Maine, keeping the highly recognizable name for the new formed entity. Peoples Heritage started as a thrift in Portland, which grew to become a significant player in Maine, managing $2 billion in assets. Since its inception, the corporate philosophy has remained the same: "We simply work hard to deliver on our commitments to be the most successful community bank we can." 1 Banknorth grew with the objective of understanding its customer better than any one else. As a local bank for individuals and small businesses, operations were allowed to grow and adapt based on local needs, rather than corporate designs imposed from a strong central authority. Banknorth's business units were focused on their local customers, thus developing their own processes and infrastructures. "Getting things done" was the mantra. Implementing this philosophy, Banknorth's budgeting process CISR Working Paper No. 350 relied heavily on each business unit not only for input but also for decisions.
Banknorth's strategy is not highly innovative banking. Instead Banknorth is a 'fast follower,' rather than inventor of financial products. Customers, not Banknorth, should decide what customers want, and Banknorth would listen to the market and adapt to innovations in banking.
When William Ryan was named CEO in July 1989, he was faced with the challenge of fixing a shaky $2 billion (in assets) thrift in Portland, Maine. After four critical years spent turning around its operations, Ryan foresaw the consolidation trend in banking and decided that Banknorth had only two alternatives: acquire or be acquired.
With this in mind, Ryan and his team spent the last ten years acquiring and integrating two dozen local banks in New England. To make acquisitions friendlier and mergers easier, Ryan likes to "ride the circuit with other CEOs" regardless of whether he is looking for a new deal at the moment. "Bank CEOs don't like to sell their banks to people they don't know," Ryan says. Sometimes when a banker hits a rough patch or wants to exit the business, "people will remember what we were talking about and they'll give me a call." Such courtesies, a reputation as a straight shooter and a history of solid execution have made Banknorth the acquirer of choice for community banks in the region. "You don't find ill will in the wake of Banknorth mergers," says Anthony Davis, an analyst with Ryan Beck. Banknorth's more than $26 billion in assets makes it the biggest New England-headquartered bank before Fleet's purchase by Bank of America.
One reason Banknorth has been able to achieve steady 10%-plus earnings growth is its focus on the region's small businesses. The average commercial loan is $750,000, and its biggest outstanding loan-$50 million-is one-seventh of its statutory limit. The strategy produced a charge-off rate of 0.29% during a rough 2002 in a slow-growth region.
The need for governance to balance tensions
Efficiency in integration and increasing return on assets is critical for this growth strategy to succeed. During the last four fiscal years, Banknorth senior executives managed the critical efficiency ratio 2 which has improved to 53.1% in 2003, down from 54.1% in 2002, 55.3% in 2001, and over 60% in 2000. Since efficiency was reaching diminishing returns through integration only, Banknorth's management team faced new challenges. Promises of economies of scale and cost reductions from these acquisitions created strong pressures from corporate towards synergistic behavior. Tension between synergy and autonomy was evident throughout Banknorth's executive team.
Ed Schreiber, Banknorth's EVP for Risk Management, described how these conflicting directions were clashing, and how he was using IT as a way to improve process consistency and efficiency among different lending business units. Risk management information is critical for a bank and should be integrated, standard and available to key executives so the best decisions regarding bank's exposure can be made. This is not the case in Banknorth today. To achieve this, he is sponsoring a new front end application for the senior business administration group as a key resource to standardize processes. Since Schreiber will own it, he is transferring some of this pressure to the IT group. "I am going to put our CIO, John Petrey, under a service level agreement just like any 3 rd party vendor." Wendy Suehrstedt, EVP for Retail Delivery is the "biggest IT customer in Banknorth." She is responsible for all branch operations, including ATMs and call centers, of the bank. Wendy reflected, "We need less tension. Clearly synergy must take precedence." However, when asked about the processes being implemented to increase standardization, Wendy was highly critical: "We are going backwards. Most of my time is now devoted to running around for signatures."
Joe Hanson a veteran of 25 years in Banknorth and EVP of Banking Operations was also concerned, "Too much process is making everything slow. Banknorth is known as a fast company and processes takes time." Hanson remembered the times when Banknorth was focused on 'getting things done' and how the new processes, especially within IT were slowing things down. "Before all of these changes, when I had a problem with an application, all I had to do was call the vendor, and they would come and fix it. Now, I have to fill out forms and get (central) IT (department) to work on it."
Office of the CIO at Banknorth
John Petrey is the fifth CIO at Banknorth in the last ten years. The lack of continuity in the CIO role led to a lack of investment in IT including the number and skills of IT resources and IT infrastructure. Given the dramatic growth of Banknorth, the lack of continuity in IT leadership and lack of investment in IT resulted in an IT capability maturity level and IT service delivery level that was notably below what it should have been to support a bank the size of Banknorth. These factors created an environment where some of the business units, not getting what they needed from the IT group, created their own "islands of IT" to address their business needs. Petrey couldn't have started under more challenging circumstances. If that weren't enough of a challenge, his second week on the job was marked by the terrorist attacks of September 11, 2001 with all the resulting challenges to the entire financial services industry.
Petrey had a mandate from the CEO to execute well on acquisitions, improve the IT relationship with the business lines and improve service levels. There was a mixture of IT decisions and operations between the business units and the IT group. "Larger business units had the most political power and used that position to consume nearly all the IT resources, to the exclusion of smaller business units" mentioned Petrey. During the next two years, Banknorth expanded significantly, from an $18 billion bank with a presence only in northern New England, to an over $26 billion bank, an expanded presence in Massachusetts and Connecticut and 26 independent business lines.
His first year involved the integration of new acquisitions, building better relationships with the business lines and improving the capability maturity level of the IT staff and quality of IT services. He reported directly to Peter Verrill, the Chief Operating Officer and number two person in Banknorth. "My first year in Banknorth was about high level issues," reflected Petrey. "Improving IT governance was important from day one." Petrey achieved three successes during his first year at Banknorth: First, he devised a successful IT integration method for all acquired banks, achieving application and infrastructure integration on-time and on-budget and developing it as a core competency of the IT group. In addition, he solved several service and solution delivery problems through improved operational processes and infastructure, bringing more than two-thirds of all applications in Banknorth to 99.95% or better availability. Finally, after improving IT's relationship with the business units and demonstrating the improved capabilities of the IT group, some of the business lines agreed to let their islands of IT be assimilated into the IT group.
With those achievements as a foundation, Petrey presented a proposed IT Governance framework as the cornerstone to improve IT operations in Banknorth. Petrey got the buy-in of William Ryan. "Ryan made clear this was high in his agenda by letting all his direct reports know he had bought into the idea" said Verrill.
Designing IT Governance at Banknorth
Petrey decided the new IT governance framework should encourage the following desirable behaviors and wondered about the details: Cross Business Line information sharing on projects, planned and underway.
Dialogue regarding Emerging Technologies, Process Improvements, etc.
IT Governance performance and future challenges
After six months of implementation, John Petrey invited a team of students from the MIT Sloan School of Management to assess the performance of Banknorth's IT governance. The team performed a three month project, collecting data using the MIT CISR survey in Appendix 1 from ten senior executives at Banknorth. The results, including the following insights, were presented to Petrey.
The Banknorth governance design received high grades. A score of 82.5 (out of a maximum of 100-see Appendix 2) in IT governance indicates above average performance, not only within its industry, but also more broadly (see Appendix 3).
However, some red flags were also raised. First of all, the most significant factor in predicting governance performance within MIT CISR's studies of IT governance is the percentage of senior executives who can accurately describe their IT governance. Banknorth executives had significant variance on their responses regarding the percentage of their colleagues who could describe IT governance (from 20% to 75%).
In interviews, those executives who had given the IT governance higher scores also talked positively about the importance of synergies across business units. Some executives who gave lower IT governance effectiveness grades made comments including "new bureaucracy," "too much process, very little results" and "the level of overhead has increased significantly." When these executives were asked how this could be improved, most of them suggested two factors. Firstly, IT governance should be a top-down commitment, with ownership and metrics, and continuous reinforcement. The failure of previous governance initiatives created a feeling of uneasiness and skepticism which needs to be overcome. Secondly, several executives mentioned that the lack of exception management had created situations where emergencies were being treated as "normal course of business," developing frustration and uneasiness with the process.
Conclusion
Once Answers to a subset of the MIT CISR survey.
A. Respondents:
Five senior executives completed the survey including the CIO. 4. Businesses often have a variety of IT governance mechanisms and these are listed below. For each mechanism indicate how effective you think it is in getting business value from IT in your business, on a scale from 1 (Ineffective) to 5 (Highly Effective). If the mechanism is not used, please check the first column. 
Mechanism
APPENDIX 2 Evaluating IT Governance Performance
The governance performance measure was created based on questions D1 and D2 above. Question D1 assesses the importance of particular outcome and question D2 assesses second how well IT governance contributed to meeting that outcome. Since not all firms ranked the outcomes with the same importance, the answers to the first question were used to weight the answers to the second question. Therefore mathematically:
Governance performance= Σ n=1 to 4 (importance of outcome{i.e Question 1}*influence of IT governance{i.e., Question 2} )*100 Σ n=1 to 4 (5(importance of outcome))
Given there were four objectives the maximum score is 100 and the minimum score is 20. The average score from 256 enterprises was 69 with the top one third of enterprises scoring over 74.
To define which results on the Influence vs. Outcome to use in order to calculate the score, there are three basic approaches:
1. Take 
